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;*§?  teacher,    the   lesson  of   last  year  was  that  Montana   is 
no   longer  an   isolated  fortress,    but  a   neighborhood   in   a  complex  world.      For 
years,    this   state  was  a  mystery   --   a   wild   and   beautiful    place   lost  in  the 
prairies  and   mountains   between   the  Mississippi    River  and   the   Pacific  Coast. 
Recently,    however,    this   shield  of  isolation   has   been    penetrated.      Montana 
has  been   rediscovered,    development  is  flourishing  on  the  energy  frontier 
and  our  coal,    water  and  other   resources   are  being   subjected  to  intense 
pressures. 

We  have  also  acquired   an   understanding,    through   experience,    that 
decisions  made   in  Washington,    Ottawa,    Teheran,    Moscow  and  other  inter- 
national  pressure  points   have  a   profound   influence  on   the  direction  of  our 
history. 

The  decisions  made   in   Washington  on    resource  development,    fuel   alloca- 
tion,   grain   sales,    water  and    land   policies  and  other  critical    issues   will 
determine  how  Montanans  will    live  and   work   in  the  coming   years. 


The  policies  of  the  Canadian  government  on   natural   gas  prices  and 
crude  oil   exchanges  will   have  a  significant  effect  on  the  cost  and  availability 
of  energy  in  this  state. 

The  anti-American   insanity  in  the  streets  of  Teheran  and  the  possibility 
that  anarchy  will   spread  throughout  the   Persian   Gulf  is  a  constant  threat  to 
the  precarious   balance  of  petroleum   supply  and   demand. 

The  Russian  stroke  of  aggression  into  Afghanistan  has  reinvoked  the 
desperation  of  the  cold  war.  and  the  Montana  farmers  who  are  financing  a 
grain  embargo  have  become  the  cutting  edge  of  American  foreign  policy. 

And   it  is  as  certain  as  the  sunrise  that  Montana  will   somehow  be 
affected  by  the  next  crisis   in  a   lost  corner  of  the  world  that  we  have  never 
considered   important  to  our   interests. 

In   1979,    Montana   became  a  citizen  of  the  world. 

In  May,    a  severe  shortage  of  diesel  fuel   began  to  suffocate  the  state's 
economy.      Our  primary  interests   --   agriculture,   forest  products,   mining 
and  transportation   --  are  powered   by  diesel  fuel   and  adequate  supplies  are 
absolutely  essential  to  the  state's  economy.      As  this  shortage  persisted  into 
the  summer  months,    the  supply  situation   became  increasingly  desperate. 
The  trucking   industry  was  shutdown,   mining  and  forest  products  were 
running  on   short  supplies  and   we  faced  the  grim   prospect  that  the  harvest 
would   not  be  completed   and  millions  of  bushels  of  grain   would   rot  in  the 
fields. 

These  conditions   mandated   immediate  and   decisive  action   by   state 
government,    and   we  were  able  to  negotiate  an   exchange  with  the  Canadian 
government  that  made  500,000  barrels  of  crude  oil   available  to  the  Cenex 
refinery   in    Laurel.      Ultimately,    the  diesel   fuel    refined  from  these  additional 
supplies  of  crude  oil   was  the  difference  between   continued  operation  of  our 
basic   industries   and   a  major  economic  disruption. 


We  have  been   working   to  develop  a   practical   alternative  to  abandonment 
of  the  Milwaukee   Railroad   in  Montana   since  plans  to  terminate  service  on  the 
western   lines  were  first  announced.      Abandonment  of  the  Milwaukee  would 
have  severe  economic  consequences  for  this   state.      It  would  mean  the  loss 
of  500  jobs  and  $650,000  in   property  tax   revenues  for  23  counties.      It 
would   diminish   historically  inadequate  grain   hauling  capacity  in  the  state  by 
20  to  30  million   bushels   per  year.      And   we  would   lose  the  competition  that 
restrains  freight  rate  increases,    and  affects  the  cost  of  virtually  everything 
produced  and  purchased   by  Montanans. 

If  the  Milwaukee   lines  west  of  Miles  City  are  abandoned,   the  loss  to 
Montana  in   payrolls,   derivative  income,   taxes  and   higher  freight  rates  could 
exceed  $50  million  a  year.      And  this   is  the   reason  that  we  cannot  ignore 
any  honest  prospect  of  maintaining  competitive   rail   service  in  the  state. 

My  administration   was   instrumental    in  organizing  and  financing  the  New 
Milwaukee   Lines  Corporation,    a  consortium  of  employees  and   shippers  that 
developed   a  plan  to  operate  a   railroad   from   Louisville,    Kentucky  to  Seattle. 
I    supported  this   plan   from  the  beginning  and    I    remain   committed  to  this 
concept  of  transcontinental   rail   service.      When  the   Interstate  Commerce 
Commission   rejected  the  first  New  Milwaukee  proposal,    it  became  apparent, 
however,    that  conditions   necessitated  the  formulation   of  a   new  plan  to  save 
the  railroad. 

Last  summer,    I    directed  the   Department  of  Agriculture  to  develop  a 
workable  fall   back   position   that  would   be  available  to  the  state  if  and   when 
the    I.C.C.    finally   rejected  the   New  Milwaukee  Plan.      The  Department  has 
filed  applications  with  the   Farmers   Home  Administration  and  other  federal 
agencies  to  arrange  the  financing  to  acquire  the  Milwaukee   lines   between 
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Miles   City  and  Marengo,    Washington   for  $55  million    in   accordance  with  an 
agreement  we  have   reached   with  the   railroad's  trustee. 

It  was   necessary  to  file  these  applications   February  1    to  meet  federal 
deadlines  and  to  prevent  the  sale  of  lucrative  portions  of  the  system.      The 
state  does   not  intend   to  own  or  operate  a   railroad.      If  the   New  Milwaukee  is 
finally   rejected.,    however.,    we  will   proceed   with   a   plan   to  organize  a  new 
consortium  of  employees   and   shippers  to   independently  operate  a   railroad 
from  Miles   City  to  Marengo. 

§ 

From  the  beginning,    there  were  two  principle  objectives   in  the  state's 
negotiations   regarding  the  Milwaukee.      We  were  committed   to  maintain   competitive 
service  and  equitable   railroad   employment  in  Montana.      We  were  also  insistent 
that  the  state  would   not  incur  any   significant  financial   obligation   as   a   result 
of  these  initiatives.      The  plan    I    proposed   meets   both  of  these  tests. 

Since  1973,    the  price  of  natural   gas  coming   across  the  Montana   border 
from   Canada  has   increased  from  23  cents   per  thousand   cubic  feet  to  $4.47 
per  mcf,    effective  this   past  Sunday.      These   radical   price  increases  have 
pounded  the   state  with   concussive  economic  impacts,    particularly  homeowners 
in   the  Montana   Power   service  area  who  heat  with   natural   gas.      A   program 
administered   by  the  state  will   provide  $7.5  million   in   supplemental   heating 
assistance  for   low   income  families   and   senior  citizens  this  winter.      The  basic 
problem,    however,    is  the  pricing   formula  applied   by  the  Canadian  government 
which   has  generated   these   radical    increases. 

Prior  to  1976,    the  border  price  of  Canadian   natural   gas  was   based  on 
the  cost  of  competitive  fuels   in   a   particular  market.      This   system  worked  to 
Montana's  advantage,    because  the  competitive  fuel    in   this   state  was  coal, 
which   is   relatively   inexpensive.      Four  years  ago,    however,    the  U.S.    govern- 
ment recommended   the  establishment  of  a   uniform   border   price  policy. 


Since  that  time,    all   gas   imported   from   Canada   has   been   sold   at  a   uniform 
price  based  on  the  cost  of  O.P.E.C.    oil.      As  a   result.,    in    recent  years, 
Canadian   gas  has  followed   the   radical    price  spiral  of  imported  oil.      Last 
year,    the   U.S.    government  changed   its   policy  to  allow  variable  pricing   and 
we  are   negotiating   with  the  Canadians  for  a  discount  based   on  the  cost  of 
competitive  fuels   in   Montana  and   lower  transportation   charges. 

I   will   actively  pursue  these  negotiations  as   long  as  there  is  a  possibility 
to   relieve  the  pressures  these   increases  exert  on   Montana   homeowners. 

In   response  to  the  Soviet   Union's  aggression   into  Afghanistan,    President 
Carter  in  January  embargoed  the  sale  of  17  million   metric  tons  of  grain 
scheduled  for  shipment  behind  the   Iron   Curtain.      Although  the  embargo  has 
not  precipitated   a   radical   decline   in   grain   prices,    the  upward   momentum   in 
the  market  has  been   negated   and  our  farmers  will    lose  from  50  to  70  cents  a 
bushel   in  this   season's   harvest.      If  the  17  million   tons  of  grain  that  were 
intended  for  export  to   Russia  are  held   in   reserve,    they  will   hang  over  the 
market  like  a  dark  cloud   and    limit  the  expansion   and   price   increases  that 
would   have  occurred   under  normal   circumstances.      At  the  time  the  embargo 
was  announced,    I    recommended  full   funding   of   Public   Law  480  which   provides 
grants  and    low  interest,    long   term   loans  to  developing   nations   like    India, 
Pakistan,    Bangladesh   and   Cambodia.      This   policy  would   make  it  possible  for 
these  nations  to  feed  their  starving  people,    it  would  cost  less  than  government 
purchase  of  the  embargoed   commodities,    and   it  would    remove   large  amounts 
of  grain  from   storage  and   alleviate  the  negative  market  pressure  associated 
with   a  massive  surplus. 

In   connection   with  the  embargo,    I    also   supported  the   President's 
recommendation  to  divert  a   portion  of  the  17  million  tons  of  embargoed  grain 
to  the  production  of  alcohol  fuels.      The  existing   capacity  for  gasohol   produc- 


tion   is   not  sufficient  to  absorb   large  quantities  of  grain.      I    believe,    however, 
that  we  must  take  advantage  of  the  administration's   support  of  alcohol   fuel 
technology  to  develop  a  new  industry  in  this   state  that  will   have  the  compound 
advantages  of  alleviating  the  energy   shortage  and  opening   new  markets  for 
agricultural   commodities,    particularly  grain. 

State  government  is  currently  working   to  develop  gasohol   production 
facilities   in  Montana.      The   Departments  of  Agriculture  and    Natural    Resources 
have   recently  approved   grants  totalling   $215,000  for  plants   in   Glasgow  and 
Great   Falls  and   we  have   received   applications   and   inquiries  from   numerous 
other  potential   producers.      State  funds  for  these  projects  are   restricted, 
and  the  infusion  of  $3   billion   in  federal    loans  and   grants,    as   recommended 
by  the  President,    could   be  the   impetus   necessary  to   realize  the  energy 
potential   and  market  advantages  of  gasohol   in  Montana.      I   can  think  of  no 
situation   more  favorable  to  our  state  than   using  farm  commodities  and  wood 
waste  to  produce  energy.      Therefore,    I    am   directing  that  all    state-owned 
vehicles   use  gasohol   by  the  end  of  1980,    if  adequate  supplies  are  available. 

The  energy  crisis   is   as  close  to  Montana  as  the  corner  gas   station  or 
as  far  away  as  the   Persian   Gulf.      In    recent  years,    Montanans   have  paid 
radically  higher  prices  for  gasoline,    heating  oil,    natural   gas  and   diesel 
fuel.      And   we  have  been   exposed   to   serious   shortages. 

These  problems  along   with   inflation,    trade  deficits  and  currency  depre- 
ciation are  all    rooted    in  this   nation's   suicidal   dependence  on  foreign  oil. 

Our  reliance  on   the  nations  of  O.P.E.C.    threatens  the  security  of  this 
country.      It  will   cost  the  American    people  approximately  $75  billion  to  buy 
foreign  oil   in   1980.      And   with   the  exception  of  war,    this   country  has   never 
faced   a  more  serious  crisis. 


As  the  chairman  of  the  Western   Governors'    Policy  Office  in   1979,    I    met 
with    President  Carter  at  Camp   David   and   subsequently  with    Energy  Secretary 
Charles   Duncan   to  present  a   regional   energy  policy,    which   called   for  greater 
emphasis  on   conservation,    federal    impact  assistance,    phased   synthetic  fuel 
development  and   better  cooperation   between  the  states   and  Washington. 

The  Western   Governors   successfully  changed  federal   energy  policy  and 
made   it  more  acceptable  to  the  people   in  this   region   which   will    be  profoundly 
affected   by  development.      Our  efforts   resulted   in   the  adoption  of  a  more 
gradual   synthetic  fuel   development  policy,    stronger  conservation  and   impact 
assistance  programs  and  we  stopped  the  federal   government's  strategy  to 
pre-empt  the   rights  of  the  states   under  the   Energy  Mobilization   Board. 

In  the  past  several   months,    I    have   personally   presented   energy  forums 
in   32  Montana  communities.      My  message  has   been   clear.      In  order  to  break 
our  dependence  on   imported  oil   we  must  conserve  energy,    develop  our 
conventional    resources,    such   as   coal,    oil   and   gas,    and   move  to  alternative 
technologies,    including   solar,    geothermal,    M.H.D.,    and   gasohol . 

I    am  pleased  to   report  that  performance  means  more  than   promises   in 
state  government.      Montana  was   recently  cited  as  the   leader  in  the  nation 
in  energy  conservation   in   public  buildings.      My  program  to   reduce  state 
government  gasoline  consumption   15  per  cent  is  on   target  and  after  six 
months,    we  have  cut  automobile  travel   more  than   a  million   miles. 

Montana   is   increasing   production   of  its  coal    resources   and  oil   and  gas 
exploration   and  development  in   the  state  have  accelerated.      State  government 
also  administers  an   effective  alternative  and    renewable  energy   program. 

To  insure  that  Montana   has  adequate  supplies  of  crude  oil    in  the 
future,    I    continue  to  support  construction  of  the   Northern   Tier   Pipeline. 


The  Montana  Coal   Severance  Tax,    which  will   generate  approximately 
$150  million   in   revenues  this  biennium,    represents  the  public's  share  of  our 
non-renewable  resources.      And   we  will   defend  the  right  to  levy  this  tax  all 
the  way  to  the   U.S.    Supreme  Court,    if  necessary. 

Montana's   support  of  the   Pacific   Power   Planning    Legislation   will   depend 
on   whether  we  have  an   equal   voice  with  other   states   in   the   Pacific   Northwest 
in  determining  our  energy  future.      It  is  also  my  belief  that  the  Bonneville 
Power  Administration  should   be  required  to  comply  with  Montana's  major 
facility  siting  act  when   building  transmission   lines  in  the  state. 

We  will   continue  to  practice  conservation   in   state  government  and    I 
urge  all   homeowners,    businesses  and  motorists  to  join  with  me  in   a  campaign 
to  reduce  our  dependence  on  O.P.E.C.   oil   by  saving  energy  in  Montana. 
We  will   continue  to  push  for  M.H.D.    development  in   Butte,    increased   utilization 
of  gasohol   and   realization  of  the  benefits  of  conservation  and   alternative 
and   renewable  forms  of  energy.      We  are  not  surrendering  to  the  energy 
crisis  and   in  the  final   analysis,    no  state  is  doing  more  on  all  fronts  than 
Montana. 

Inflation  and   high   interest  rates  are  like  thieves   in  the  night,    robbing 
every  home  in   America  while  the  government  sleeps. 

The  prevailing   13  per  cent   rate  of  inflation   is  a   serious   problem  for 
every  worker  and   business   in  Montana.      It  steals  from  your  paycheck  by 
increasing  the  cost  of  groceries,    energy,    clothing  and  the  other  necessities. 
And   every  month,    there  are  more   losers  than   winners   in  this   relentless 
game  of  numbers. 

Inflation   has  the  same  effect  on  government  finances  that  it  has  on 
your  family  budget.      And   no  jurisdiction,   federal,    state  or  local,   can  maintain 
pace  with   rising  costs. 


Inflation   has  become  a  severe  problem  for  state  employees.      When  the 
state  pay  plan   was   incorporated    into  the  budget  for  the  current  biennium, 
executive  and    legislative  analysts   had   no  anticipation   that  the  rate  of  inflation 
would   increase  to  the  present  astronomical    level.      As  a   result,    state  employees 
are  locked   into  a  wage  structure  that  does  not  compensate  for  the  effects  of 
rising   prices.      The  average  increase  for  state  employees  during  the  current 
fiscal   year  will   be  about  8  per  cent.,    compared  to  an    inflation   rate  of  13  per 
cent.      This  means  that  state  workers  will   lose  5  per  cent  on  their  earnings 
this  year.      And  to   rectify  this  discrepancy,    I    believe  the  1981    Legislature 
must  consider  an  equitable  pay  plan  for  state  employees  to  assure  that 
these  people  are  not  relegated  to  the  status  of  second  class  citizens. 

The  budget  approved   by  the   legislature,    as   substantially  proposed   by 
this  administration,    provided  for  general   fund  expenditures  of  $467  million 
which  was  an  average  annual   increase  of  5.8  per  cent  over  the  previous 
biennium.      Last  year,    the  rate  of  inflation   was   13.3  per  cent   --  7.5  per 
cent  more  than  the  actual   cost  of  government. 

As  a   result  of  cost  conscious  management  and   budget  policies,   we  have 
been  able  to  return  more  than  $63  million   in  tax   relief  to  Montana   since 
1977.      The  state  has   returned  $43.1   million   in   property  tax   relief  under  the 
Homestead   program,    since   1977,    and  the  checks  for  this   year  are   presently 
being  mailed.      The  increase   in  the  personal   deduction  from  $650  to  $1,050, 
including  the  suspension   of  withholding   collections   in   September,    provided 
$20.6  million   in   income  tax   relief  in   1979.      And  this   is  only  the  beginning. 

It  is  apparent  from  current  projections  that  we  will   be  able  to  provide 
significant  income  tax    relief  at  the  end   of  this  fiscal   year. 

We  anticipate  a   surplus  of  approximately  $30  million  on   June  30th   and, 
based  on  the  rebate  formula,    the  exemption   should   be   increased  from  $800 
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to  about  $1,100  in  the  final   months  of  the  year.      This  means  that  total 
income  and   property  tax   relief  in   Montana  for  the  four-year  period   between 
1977  and   1981    will    be  approximately  $89  million.      And   this   is   how  state 
government  is  working   to  fight  inflation. 

The  Montana   rebate  system  guarantees  that  state  government  will   not 
accumulate  huge  surpluses   by  providing  that  revenues   in  excess  of  budget- 
ary requirements  are   returned   directly  to  the  taxpayers.      This   is  a   simple, 
direct  and   effective  method  of  balancing   government  expenditures  and  tax 
collections.      When  the  current  biennial   budget  was   being   prepared,    legisla- 
tive and  executive  analysts  did   not  anticipate  increased   revenues  from  the 
coal,    natural  gas  and  oil   severance  taxes.      The  inheritance  tax   has  also 
produced  additional   revenues  and  the  cost  of  increasing  the  personal   exemption 
was  less  than   initially  calculated.      Higher  earnings  from  the  investment 
program,   which   has  produced  $311   million   in   income  in  the  past  eight  years, 
also  contributed   substantially  to  this  positive  margin.      These  unanticipated 
revenues  produced  a  $30  million  dollar  surplus  and  because  of  the  flexibility 
of  the   rebate  system,    this  money  will   be  returned  to  the  taxpayers   in  the 
form  of  higher  exemptions  where   it  will   show  up  on   paychecks  and   work  to 
compensate  for  the  effects  of  inflation. 

If  a   budget  surplus   had   not  occurred,    which   was   possible   under  the 
currently  uncertain  economic  conditions,   the  personal   exemption  would   have 
remained   at  the   level   established   by  the   legislature  and  the  state  would 
have  been   protected   against  a  deficit.      And    I    believe  this  fail   safe  mechanism 
is  essential   to  assure  the  fiscal    integrity  of  Montana  as  mandated   by  the 
constitution. 

There  has   been   considerable  discussion   in   recent  months  of  tax   indexa- 
tion  in   Montana.      At  the  conclusion  of  the   1979   legislature,    I    vetoed   a  bill 
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that  would   have  established  this   system  in  the  state.      This  veto  was  supported 
by  very  logical   reasons.      There  was   no  method  to  estimate  the  impact  of 
indexation  on   revenues,   and   it  would   not  have  been  effective  until   1981. 

The   Department  of   Revenue   is  currently  evaluating   indexation.      And    I 
will   support  this  concept,    if  a  bill   can   be  written  that  will   provide  equitable 
tax   relief  without  destroying  the  financial   integrity  of  Montana. 

Earlier  this  month,    Howard   Jarvis,    the  author  of  proposition   13,    was 
in  Montana  extolling  the  advantages  of  indexation   and  coincidentally  summoning 
forth  the  spectre  of  a  sales  tax.      My  principal   concern   wtih   regard  to 
indexation   is  the  very   real   prospect,    as  Mr.    Jarvis   indicated,   that  it  will   be 
necessary  to  develop  alternative  sources  of  revenue,    including  a  sales  tax 
to  finance  this  experiment.      If  the  progressivity  of  the  income  tax   is  destroyed, 
it  is  certain  that  a   less   equitable  system  of  government  finance  will   be 
required  to  make  up  the  difference,    and    I   am  not  certain  the  people  of 
Montana  are  willing  to  pay  this  price. 

High   interest  rates  and   stringent  mortgage  requirements   have  locked 
many  Montanans  out  of  the  housing  market.     .Last  year,   the  state  capitalized 
on   its  blue  chip  credit  rating  to  issue  $109  million   in   public  housing   bonds. 
This  program  made  it  possible  for  2,100  families  to  purchase  homes  at  the 
lowest  interest  rates   in  the  nation.      A  total  of  4,000  Montanans  have  taken 
advantage  of  the   low  interest  rates  offered   by  the   state  to  purchase  homes 
since  the  program  was  established   in   1977. 

During  the  past  seven   years,    employment  has   increased   47  per  cent, 
and    last  summer  there  were  395,000  people  working   in   Montana,    which   was 
more  than   at  any  other  time   in  the  state's   history.      In   August,    the  unemploy- 
ment rate  declined  to  3.9  per  cent  and  this  was  the   lowest  level   since   1973. 
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Although  we  have  achieved   steady  expansion   and    low  unemployment 
there  are  isolated   economic   problems   in   the   state.      The  decision  of  the 
Anaconda   Company  to   lay  off  300  employees   in    Butte,    Anaconda  and   Great 
Falls  and   closure  of  the   Evans   Plywood   Plant  affecting   400  workers   in 
Missoula   require  our  immediate  attention.      We   have   received   assurances  that 
extended   unemployment  benefits  will    be  available  to  Anaconda  employees 
under  the  Trade   Readjustment  Act  and   we  are  attempting  to  secure  this 
assistance  for  the   Evans   workers. 

State  government  will   do  everything   possible  to  alleviate  the  consequences 
of  these  curtailments  for  the  workers   and  their  communities.      We  are  also 
committed  to  creating   new  employment  opportunities  for  Montanans  and  to 
protecting  existing  jobs. 

One  of  the  dangerous  trends  facing   Montana   and  other  states   is  federal 
pre-emption  of  traditional   rights.      Despite  the  fact  that  the  last  three 
Presidents   have  urged  that  power  and  decision  making   be  returned  to  the 
states,    I    see  more  questions  effecting  energy,    agriculture,    water,    public 
and   private   lands  and   human   resources  being   answered   by  the  federal 
government. 

Faceless   bureaucrats  on   the   Potomac,    who  are  not  accountable  to 
anyone,    design   rules   and    regulations  that  are  unrealistic,    unworkable  and 
show   little  regard  for  the   people   in   the  West. 

The  best  defense  against  federal    intrusion   into  our   lives   is  the  coalition 
of  10  Western   Governors  that   I    helped  form  and   presided  over  as  chairman. 
And  this   regional   coalition   is   going  to  be  even   more   important  as  we  address 
the  difficult  issues   in   the  years  to  come. 

Montana  cannot  stand   alone.      We  need  friends   among  the  Governors  of 
the  Western   states,    in   Congress   and   in   the  Administration.      We   need  to 
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strongly  and   clearly  articulate  the  case  for  Western   issues.      And   we  must 
be  more   innovative,    imaginative,    creative  and   committed  to  hard  work.      Not 
only  is  this  the  best  strategy  for   protecting  our   interests  and   solving 
problems,    it  is  the  best  hope  of  realizing  the  fantastic  opportunities  of  our 
states. 

I    will   continue  to  work  with  the  Western   Governors,    as    I    have   in  the 
past,    and  also  to  promote  understanding  and  cooperation   in  the  region, 
across  the  country,    and   around  the  world. 

If  1979  was  a   lesson   in   history,    we  passed  the  test  because  the  record 
proves  that  government  works   in   Montana. 

Thank  you. 


